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COMMONWEALTH OF KENTUCKY 

BEFORE THE UTILITY REGULATORY COMMISSION 

* * * * I  

I n  t h e  Matter o f :  

THE APPLICATION OF TIMOTHY FACILITIES, INC., ) 
SEEKING APPROVAL OF A RATE INCREASE AND 1 
THE APPROVAL OF THE SCHEDULE OF RATES A N D  1 CASE NO.  7796 
CHARGES FOR THE SERVICES TO BE RENDERED 1 
BY THE TREATMENT PLANT TO ITS CUSTOMERS 1 

O R D E R  

On March 28, 1980, Timothy Fac i l i t i e s ,  I n c . ,  h e r e i n a f t e r  

r e f e r r e d  t o  as t h e  A p p l i c a n t ,  f i l e d  Notice t o  t h e  Commission of 

its i n t e n t  t o  a d j u s t  rates f o r  service r e n d e r e d  o n  a n d  a f t e r  A p r i l  

21, 1980. The p r o p o s e d  a d j u s t m e n t  i n  rates would increase annua l  

revenues by a p p r o x i m a t e l y  $14,270. The A p p l i c a n t  s ta ted  t h a t  t h e  

p resent  ra tes  charged were i n s u f f i c i e n t  t o  meet t h e  n e c e s s a r y  

o p e r a t i n g  expenses of the treatment plant due t o  increased costs 

of o p e r a t i o n ,  i n f l a t i o n ,  more s t r i n g e n t  controls  imposed by regu- 

l a t o r y  a g e n c i e s ,  lack of funds for r e p l a c e m e n t  of n e c e s s a r y  and 

e s s e n t i a l  equ ipmen t  a n d  t h a t  a d d i t i o n a l  f u n d s  were n e c e s s a r y  for 

t h e  p r o p e r  a d m i n i s t r a t i o n  o f  t h i s  p u b l i c  u t i l i t y .  

On A p r i l  1, 1980, t h e  Commission, p u r s u a n t  t o  XRS 278.190(2), 

ordered t h e  s u s p e n s i o n  o f  t h e  proposed rates f o r  a period of f i v e  

(5)  months  b e g i n n i n g  A p r i l  21, 1980. The matter w a s  set for p u b l i c  

h e a r i n g  a t  t h e  Commiss ion ' s  o f f i c e s  i n  F r a n k f o r t ,  Ken tucky ,  o n  J u l y  

16, 1980. A l l  part ies of i n t e r e s t  w e r e  n o t i f i e d  w i t h  t h e  Consumer 

I n t e r v e n t i o n  D i v i s i o n  o f  t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e  b e i n g  t h e  

o n l y  p a r t y  t o  i n t e r v e n e  i n  t h e  mat ter .  A t  t h e  h e a r i n g ,  certain 

requests f o r  a d d i t i o n a l  i n f o r m a t i o n  w e r e  made by t h e  Commission S t a f f .  

T h i s  i n f o r m a t i o n  w a s  f i l e d  o n  J u l y  29, 1980. 

The A t t o r n e y  for t h e  Consumer I n t e r v e n t i o n  D i v i s i o n  p r o p o s e d  

by ornl  motlon thnt:  the differonce b e t w e e n  t h o  c u r r e n t  rate of 

$6.20 a n d  t h e  p r e v i o u s  rate of $ 5 . 6 0 ,  which  w a s  p l a c e d  i n  effect 

i n  December, 1975, as t a k e n  from t h e  A p p l i c a n t ' s  t e s t i m o n y ,  be 

r e f u n d e d  t o  t h e  consumers  t h e n  a f f e c t e d  f o r  t h e  p e r i o d  t h a t  t h i s  

d i f f e r e n c e  w a s  c h a r g e d  u n l a w f u l l y .  T h i s  object ion w a s  l o d g e d  be- 

c a u s e  no e v i d e n c e  c o u l d  be f o u n d  t h a t  t h e  A p p l i c a n t  had  a p p l i e d  

for a rate increase or t h a t  a n  increase h a d  been granted.  On J u l y  



24, 1980, a w r i t t e n  m o t i o n  synonymous w i t h  t h e  oral  m o t i o n  w a s  

f i l e d  b y  t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e .  I n  r e s p o n s e ,  t h e  A p p l i c a n t ,  

by c o u n s e l ,  f i l e d  a m o t i o n  t o  o v e r r u l e  t h e  m o t i o n  t o  r e f u n d  m o n i e s  

o n  J u l y  31, 1980, based on  t h e  f ac t  t h a t  t h e  A p p l i c a n t  s u b m i t t e d  

a let ter from t h e  L o u i s v i l l e  Water Company which  s ta ted  t h e  rate 

of $6.20 had been  I n  e f f e c t  s i n c e  October, 1974, a date  p r i o r  t o  

Commission j u r i s d i c t i o n  f o r  r e g u l a t o r y  p u r p o s e s .  

No other  i n f o r m a t i o n  or  m o t i o n s  w e r e  s u b m i t t e d  a n d  t h e  e n t i r e  

m a t t e r  is now c o n s i d e r e d  t o  be f u l l y  s u b m i t t e d  for f i n a l  d e t e r m i n a -  

t i o n  by t h e  Commission. 

TEST P E R I B  

The t w e l v e  (12) month period e n d i n g  D e c e m b e r  31, 1979, w a s  

used by t h e  A p p l i c a n t  as t h e  test period for p u r p o s e s  of t e s t i n g  

t h e  r e a s o n a b l e n e s s  of e x i s t i n g  and p r o p o s e d  ra tes .  S c h e d u l e s  of 

r e v e n u e s  a n d  e x p e n s e s  i n c l u d i n g  p r o f o r m a  a d j u s t m e n t s  t o  t h e  a c t u a l  

test period r e s u l t s  w e r e  s u b m i t t e d  t o  t h e  Commission f o r  c o n s i d e r a -  

t i o n .  T h i s  test p e r i o d  m e t  w i t h  t h e  r e q u i r e m e n t s  of t h e  a d m i n i s -  

t r a t i v e  r egu la t ions  of t h e  Commission a n d  a d j u s t m e n t s  where  p r o p e r  

and  r e a s o n a b l e  w e r e  a c c e p t e d  as  f i l e d .  

REVENUES AND EXPENSES 

The e x i s t i n g  rates c h a r g e d  by  t h e  A p p l i c a n t  d u r i n g  t h e  test  

p e r i o d  p roduced  a n n u a l  r e v e n u e s  f rom sewage  s e r v i c e  o f  $21,425. 

No p r o f o r m a  a d j u s t m e n t s  for  c h a n g e s  i n  t h e  number of customers or 

other v a r i a b l e s  w e r e  proposed by the  A p p l i c a n t  as t h e  t r e a t m e n t  

p l a n t  p r e s e n t l y  s e r v e s  m o r e  c u s t o m e r s  t h a n  its rated c a p a c i t y  a n d  

e x p a n s i o n  is n o t  feasible a t  t h e  p r e s e n t  t i m e .  

The o p e r a t i n g  e x p e n s e s  as s u b m i t t e d  f o r  t h e  tes t  p e r i o d  w e r e  

$26,243. S e v e r a l  p r o f o r m a  e x p e n s e  a d j u s t m e n t s  w e r e  p r o p o s e d  t o  

m o r e  c l e a r l y  reflect c u r r e n t  o p e r a t i n g  c o n d i t i o n s .  The Commission 

is of t h e  o p i n i o n  t h a t  t h e  a d j u s t m e n t s  are g e n e r a l l y  proper and 

h a v e  been a c c e p t e d  f o r  rate making  p u r p o s e s  w i t h  t h e  f o l l o w i n g  

e x c e p t i o n s :  

1. Many of t h e  p r o p o s e d  a d j u s t m e n t s  w e r e  b a s e d  o n  t h e  u s e  

of a r b i t r a r y  p e r c e n t a g e  c h a n g e s .  The Commission f i n d s  t h a t  s u c h  

a d j u s t m e n t s  t o t a l l i n g  $1,701 are i m p r o p e r  as t h e y  are est imated 

v a l u e s  a n d , t h e r e f o r e , n o t  m e a s u r e a b l e .  S i n c e  t h e  A p p l i c a n t  h a s  
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n o t  p r e s e n t e d  s u f f i c i e n t  j u s t i f i c a t i o n  t o  s u b s t a n t i a t e  t h e s e  a d J u s t -  

rnents,  t h e y  h a v e  b e e n  e x c l u d e d  from t h e  c o n s i d e r a t i o n  of t h i s  matter. 

However, u t i l i t i e s ,  i . e . ,  electric and water, were normalized 88 

proposed  by t h e  A p p l i c a n t  f o r  a t o t a l  i n c r e m e n t  of $246. 

2. The A p p l i c a n t  p r o p o s e d  i n t e r e s t  e x p e n s e  o n  I t s  o u t s t a n d i n g  

short- term n o t e  of $15,500 based on t h e  ra te  of t w e n t y  a n d  o n e - h a l f  

p e r c e n t  ( 2 0 . 5 % ) ,  as t h i s  w a s  t h e  c u r r e n t  rate when t h e  P e t i t i o n  w a s  

f i l e d .  The A p p l i c a n t  s ta ted  i n  its h e a r i n g  t h a t  t h e  rate of i n t e r e s t  

o n  this note was variable and set at one a n d  o n e - h a l f  p e r c e n t  (13%) 

above  prime interest  rates, and f u r t h e r  s tated t h a t  a renewal date  

was soon f o r t h c o m i n g  a t  wh ich  t i m e  t h e  rate would be set a t  t h e  t h e n  

p r e v a i l i n g  rate. The Commission f i n d s  t h a t  t h e  p r i m e  i n t e r e s t  rate 

h a s  decreased d r a m a t i c a l l y  a n d  t h a t  t h i s  n o t e  c o u l d  i n d e e d  be renewed 

a t  a much lower rate of i n t e r e s t .  T h e r e f o r e ,  since t h e  Commission 

ad jus t s  rates p r o s p e c t i v e l y ,  t h e  ra te  of i n t e r e s t  f o u n d  r e a s o n a b l e  

is t w e l v e  and  one -ha l f  p e r c e n t  (12.5%) or a r e a s o n a b l e  a n n u a l  i n -  

terest e x p e n s e  of $1,938. 

3. The A p p l i c a n t  proposed e x p e n s e s  f o r  income taxes  based 

o n  t h e  n e t  income p r o p o s e d .  I n  t h e  above  c o n s i d e r a t i o n s ,  n e t  i n -  

come h a s  b e e n  c h a n g e d ,  t h u s ,  e x p e n s e s  for income t a x e s  h a v e  been  

r e d e t e r m i n e d  to be $1,066 based on  t h e  l a tes t  a p p l i c a b l e  rates a n d  

t he  n e t  income f o u n d  r e a s o n a b l e .  

Based  o n  t h e  f o r e g o i n g  a n a l y s i s ,  t h e  l e v e l  of a n n u a l  o p e r a t i n g  

e x p e n s e s ,  i n c l u d i n g  f e d e r a l ,  s ta te  a n d  local  income taxes of $1,066, 

found r e a s o n a b l e  was $27,026, a r e d u c t i o n  of $1,214 f rom t h e  l e v e l  

p r o p o s e d  by t h e  A p p l i c a n t .  I n c l u d i n g  i n t e r e s t  e x p e n s e ,  t o t a l  expenses 

of $28,964 w e r e  f o u n d  r e a s o n a b l e .  Using a n  o p e r a t i n g  r a t io  of e i g h t y -  

eQht per..cent(88%), r e v e n u e s  of $32,914 would  be n e c e s s a r y  t o  m e e t  

t h e  reasonable o p e r a t i n g  c o n d i t i o n s  of providing s e w a g e  service t o  

Its c u s t o m e r s .  Following is 8 schedule s h o w i n g  t h e  effect o n  net 

income after a d j u s t m e n t s  i n  r e v e n u e s  a n d  e x p e n s e s :  

Actual Proposed R e a s o n a b l e  
T e s t  Period P r o f o r m a  Proforma 

O p e r a t i n g  Revenues  $21,425 $ 3 5 , 6 9 5  $32 , 914 
O p e r a t i n g  E x p e n s e s  25,291 27 , 165 25,960 
U t i l i t y  O p e r a t i n g  Income T a x e s  52 1 075 1 066 

900 3 177 1 938 Interest Expense  
N e t  Income 

N e t  O p e r a t i n g  Income $(3,918) ,* 

$(4,) * - n 3 =  
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SUMMARY 

The Commission, a f t e r  consideration o f  t h e  e v i d e n c e  o f  record 

a n d  b e i n g  a d v i s e d ,  i s  of t h e  o p i n i o n  a n d  so  f i n d s :  

1. T h a t  t h e  A p p l i c a n t  has  f i l e d  w i t h  t h i s  Commission a v a l i d  

t h i r d  p a r t y  b e n e f i c i a r y  a g r e e m e n t .  

2. That t h e  rate p r e s c r i b e d  a n d  set f o r t h  i n  Appendix "A" ,  

attached h e r e t o  a n d  m a d e  a p a r t  h e r e o f ,  is t h e  f a i r ,  j u s t  a n d  rea- 

sonable ra te  t o  c h a r g e  f o r  sewage  service rendered by Timothy  F a c i l -  

i t i e s ,  I n c . ,  i n  t h a t  based o n  test  p e r i o d  o p e r a t i n g  c o n d i t i o n s ,  t h i s  

ra te  w i l l  p r o d u c e  a n n u a l  r e v e n u e s  of $32,914 a n d  will p e r m i t  t h e  

A p p l i c a n t  to  meet its reasonable o p e r a t i n g  e x p e n s e s  a n d  t o  accumu- 

l a t e  a reasonable s u r p l u s  for e q u i t y  growth .  

3. T h a t  t h e  ra te  p r o p o s e d  by  t h e  A p p l i c a n t  is u n f a i r ,  un- 

j u s t  a n d  u n r e a s o n a b l e  i n  t h a t  it would  p r o d u c e  r e v e n u e s  i n  excess 

of t h o s e  f o u n d  r e a s o n a b l e  h e r e i n  a n d  s h o u l d  be denied .  

4. T h a t  t h e  m o t i o n  t o  r e f u n d  m o n i e s  f i l e d  by t h e  Consumer 

I n t e r v e n t i o n  D i v i s i o n  o f  t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e  s h o u l d  be 

d e n i e d  as t h e  Applicant  s u b s e q u e n t l y  submi t ted  adequate i n f o r m a t i o n  

t o  set  t h e  date  o f  i ts la tes t  ra te  a d j u s t m e n t  as October 1, 1974, 

a date p r i o r  t o  Commission j u r i s d i c t i o n  for r e g u l a t o r y  p u r p o s e s .  

ORDERS I N  THIS MATTER 

The C o m m i s s i o n ,  o n  t h e  basis  o f  t h e  f i n d i n g s  h e r e i n b e f o r e  

set forth a n d  t h e  e v i d e n c e  o f  r e c o r d  i n  t h i s  matter:  

HEREBY ORDERS t h a t  t h e  rate set  f o r t h  i n  Appendix "A" be 

a n d  h e r e b y  is  f i x e d  as t h e  f a i r ,  j u s t  a n d  r e a s o n a b l e  ra te  t o  c h a r g e  

for sewage s e r v i c e  r e n d e r e d  by Timothy  F a c i l i t i e s ,  I n c . ,  on a n d  

after t h e  date of t h i s  O r d e r .  

IT IS FURTHER ORDERED t h a t  t h e  A p p l i c a n t  s h a l l  f i l e  w i t h  

t h i s  Commission w i t h i n  t h i r t y  (30) d a y s  f rom t h e  da te  of t h i s  

O r d e r  its r e v i s e d  t a r i f f  s h e e t s  s e t t i n g  o u t  t h e  ra te  a p p r o v e d  

h e r e i n .  

IT IS FURTIIER ORDERED t h a t  tho m o t i o n  to rafund rnoniom 

f i l e d  by t h e  A t t o r n e y  G e n e r a l ' s  O f f i c e  be and  h e r e b y  is denied.  
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Done at Frankfort, Kentucky, this the 29th day of August,  1980. 

UTILITY REGULATORY COMMISSION 

ATTEST : 

Bocrotary 



APPENDIX "A" 

APPENDIX TO AN ORDER OF THE UTILITY REGULATORY 
COMMISSION IN CASE NO. 7796 DATEDAUGUST 29, 1980 

The following rate is p r e s c r i b e d  for sewage d i s p o s a l  s e r v i c e s  

rendered to  a l l  r e s i d e n t i a l  customers that are located i n  t h e  Timothy 

Hills S u b d i v i s i o n  of Jefferson County, Kentucky, and t h a t  are provided 

service by Timothy Facilities, I n c .  

Type of S e r v i c e  Provided 

S i n g l e - f a m i l y  r e s i d e n t i a l  

Monthly Rate 

$10.00 per customer 


